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validation service. Pacific's pricing strategy of a_3¢ LIDB
rate reflects sound business practices in a competitive
environment .2

The Staff's Proposed Pricing Methodology is Seriously Flawed:

Pacific understands the proposed LIDB costing methodology to be
as follows. (The calculations discussed below use data
provided on Attachment 1.)

1.

Calculate "floor"” and "ceiling” direct cost ratios
from ARMIS data by dividing L.25 by L.1 and L.26 by
L.l. These ratios are matched against the direct cost
ratios filed by the LEC to test reasonability.

Calculate a maximum overhead loading factor from ARMIS
data by dividing L.31 by L.25.

If the filed direct cost ratios fall within the range
developed in #1 above, the maximum overhead is
determined by multiplying the maximum overhead factor
by the LEC's direct costs. The "ceiling" price is
then calculated by adding the LEC's filed direct costs
and the computed maximum overhead costs.

This approach is not reasonable because:

1.

ARMIS is based on composite historical data which
reflects the average investment necessary to support a
variety of switched access products. For new service
offerings it is more appropriate to build the costs
around the type of investment the service will
actually employ -- in other words, to use a
service-specific forward-looking costing approach.
The direct costs Pacific developed were based on
annual cost and expense factors which are applicable
to LIDB investment and are consistent with its
service-specific forward-looking costing approach.

The Tariff Division staff has also questioned the costing

methodology used to develop the SS7 port charge that is
used with LIDB service. Pacific's SS7 link and port
charges current recover costs associated with various forms
of SS7 interconnection. Pacific plans to restructure those
charges to more appropriately recover specific types of
SS7-related costs from the specific cost causers.
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